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UGG, one of Canad 

companies, provide 

duction inputs, crop marketing and in 
meet the business needs of prairie farme 
GG manages the flow of grains and oi 
to end users through a network of 152 n 
port terminals. The rural business locat: 
sell fertilizer, crop protection, seed, and 

>roven Seed markets a line of propriet 
industry-leading role in the introduction of new genetic tech- 
nology. 

d custom-formulates, processes and delivers fractional 
and complete livestock rations through a network of mills across the 
four western provinces. 

senetics provides world-class breeding stock to the 
rapidly expanding prairie swine industry. 

Sountry Guide and Grainews offer readers and advertisers a set 
of widely subscribed publications specializing in the production 
interests of Canadian farmers. 

UGG’s limited common voting shares are listed on the Toronto 


and Winnipeg Stock exchanges, and trade under the symbol UGG. 


For the years ended July 31 (dollars in thousands, except per share) 
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Gross profit and revenue from services 

Earnings before interest, taxes and depreciation 
Earnings before income taxes and unusual items 
Net earnings 

Cash flow provided by operations 

Capital expenditures 


Working capital 

Net investment in capital assets 
Total assets 

Shareholders’ equity 


Total debt to net assets 

Per share: 
Earnings, before unusual items (net of tax) 
Net earnings 


Cash flow from operations 


Grain shipments - country elevator (thousands of tonnes) 


Employees (year-end) 
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‘CASH FLOW PER SHARE FOR 


THE YEAR ENDED JULY 31 


$1.50 


$0.00 


‘COMMON SHARES CLOSING. 
MARKET PRICE AS AT JULY 31 


$9 


$6 


$0 
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UGG’s PLAN 


In the first years of this decade, UGG set out 
upon an ambitious plan to re-invent itself. 
The plan required recapitalization, and led us 
to convert our 87-year-old co-operative to a 
publicly traded company. With this step com- 
pleted in 1993, we embarked upon a massive 
program to modernize our facilities and 
processes. The activities and performance we 
report for 1997 reflect the gathering momentum 
of this plan, and as we look ahead, we remain 
committed to our current course. We base this 
resolve on our success to date and our continuing 
confidence in the validity of the assumptions 
underlying our plan. 


Globalization of agriculture 


has led to increased competi- 
tion in our core grain han- 
dling businesses. This trend 
has produced a race to 
achieve further economies 
of scale. At the local level 
the industry is 
replacing 
aging eleva- 
tors with 


large high- 


throughput facilities. At the national level, 
we've observed pressures towards industry con- 
solidation. This winter, two of our traditional 
Canadian competitors, the Alberta and Manitoba 
Pools, joined forces in a hostile takeover bid 
for UGG. The bid failed. A few months later, 
we confirmed our strategic alliance with Archer 
Daniels Midland (ADM), a global processor 

of grains and oilseeds. This alliance provides 
UGG with capital for further expansion and 
with new market opportunities and operating 
efficiencies that will serve the interests of our 
customers and our shareholders. 

Technological innovation will continue to 
shape agriculture, as it has for a long time. 
What's new, is the accelerating pace of innovation 
and the mushrooming scale of investment 
required to produce compelling new production 
technologies. UGG’s response to this trend is 
exemplified in the long-range agreements we 
share with world leaders in plant genetics 
(Pioneer Hi-Bred, CSIRO), swine genetics 
(Dekalb Genetics), crop protection (Cyanamid, 
Monsanto) and plant nutrients (Agrium). Our 
licence agreements and partnerships allow us 


a cost-effective means to offer prairie farmers a 


broad selection of unique products based on 
world-class technologies. 

Deregulation of the grain handling industry 
is a gradual but relentless process. The elimination 
of Canada’s “Crow Rate” grain transportation 
subsidy has led to increased value-added 
processing on the prairies and a new economic 
incentive for farmers to produce high-value crops. 
This shift in production emphasis matches our 
strategy of becoming the “Quality Connection” 
between farmers and end users. We create value 
by passing intelligible market signals to farmers, 
and by fulfilling increasingly precise end-user 
product specifications. 

UGG will continue to participate actively 
in the policy debates surrounding the regulation 
of our industry. For the year ahead, we're 
watching two developments with considerable 
attention. Amendments to the Canadian Wheat 
Board Act are proposed for the next session of 
Parliament. These amendments go part way 
towards making the Canadian Wheat Board 
(CWB) more effective and accountable to farmers 
in the marketing of their grain. The federal 


government also plans to review the Canada 


Transportation Act between now and the year 


2000. Both of these are examples of the slow but 
steady pace of change towards a more market- 
driven industry. 

As our industry evolves—as globalized 
competition, technology and deregulation 
advance—UGG's plan gains strength and 
momentum. We enter 1998 with new efficiency 
benchmarks in grain handling, record sales in 
proprietary input technologies, and a new global 
partner who will help us create increasingly 
efficient connections between farmers and end- 


use customers. 


af Mh 


Ted Allen 


Chairman and President 


“We create 


value by passing 
intelligible 
market signals 
to farmers, and 
by fulfilling 
increasingly 
precise end-user 
product 


specifications. ” 
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THE PLAN IS WORKING 


Since the early 1990s, UGG has had a clear 
and consistent focus—to grow the Company 
concurrent with changing agricultural business 
conditions. These changes have begun to mate- 
rialize, and the Company growth plan has 
begun to bear fruit. In short, UGG’s business 


plan is working. 


A STRONG COMMERCIAL FOCUS 
ON KEY TRENDS 
Management and the Board have stayed very 
focused in recent years—keying on the few but 
most profound trends that will continue to drive 
the direction of agricultural business. One key 
trend is the shift to a more commercial, market- 
responsive agricultural economy—with the role 
of government agencies either diminishing, or 
changing in nature. It is clear, for instance, that 
Canada will move to a more commercialized 
system of grain transportation in the not too 
distant future. Table stakes in this new game will 
be having a strong, strategically located network 
of high-throughput elevators. 

A second major trend is the growing business 
integration of the grain “pipeline” —that is, the 
supply chain from the farm to end-use factory. 


The need for coordinated commercial links 


between farm and processing plant is becoming 
increasingly strong. Recent multi-billion dollar 
strategic deals between players like DuPont, 
Pioneer Hi-Bred, and Ralston Purina—involving 
coordinated investment in both seed production 
capability and downstream protein marketing— 
underscore how production technology at the 
farm level is now part of a value-added supply 
chain to the consumer. Specific varieties of crops— 
or even crop types, such as UGG’s Linola™—are 
increasingly designed for particular end-use 
markets and/or customers. 

The fragmented, commodity-type world of 


grain traders, brokers and resellers is dead. In its 


place is a food system 
where grain move- 
ment is a managed 
food flow from 
field to processing 


factory. 


Anticipating this future has been the main 
driver behind UGG’s business plan. We have 
actively sought alliances with end-use partners. 
UGG’s balance sheet has been revitalized for 
the purpose of rebuilding the Company's 
physical asset base. Since becoming public in 
1993, UGG has injected shareholder equity 
through four treasury issues of stock at the 
successively higher issue prices of $8, $9—and 
within the last twelve months—$11 and $16 
per share. These injections of equity, balanced 
prudently with debt, have enabled UGG to 
invest over $145 million in new capital infra- 
structure over the past five years. And we have 
not finished. 

As the Company has modernized its asset 
base, its capability to serve customers has 
strengthened. This strength, in turn, has made 
UGG a more valuable prospective partner for 
others—the strategic alliance agreement struck 
with Archer Daniels Midland in May 1997 is 
testimony to UGG’s strong strategic position. 
Through this alliance, UGG will have the means 
to work closely with a leading world processor 
to develop effective grain sales programs that 


benefit both farmers and grain end users. 


ANOTHER RECORD IN 
OPERATING PERFORMANCE 


The strengthened position of UGG is also seen 


YEAR ENDED JULY 31 
millions of dollars 


60 = 


in the financial results for the 1997 fiscal year, 


detailed in other sections of this report. The 


accompanying charts and following brief points 
45 


highlight both the major accomplishments of 


the year and the key trends that have been . 


sustained. In brief: 


e UGG operating earnings before depreciation 15 
(EBITDA) reached a new high of $55 million, 
up 37% from the previous record achieved in 0 ane 
fiscal 1996. 

e UGG operating income reached a record ~~ MARKET CAPITALIZATION 


AS AT JULY 31 


millions of dollars 


200 


$38 million in fiscal 1997, up 60% from 1996. 


e Pre-tax income before unusual items (take- 


over bid response costs and the settlement of 
150 


an eight-year-old lawsuit) tripled from 1996. 


e Cash flow per share grew again, as it has every 100 


year since UGG became publicly traded. UGG 
has grown cash flow per share each year, even 


with the dilutive effects of new share issues. 


e UGG's year-end market capitalization of 

approximately $200 million is three times its BT ZATION 
eee FUNDS INVESTED 
market capitalization on the first day of 


trading in UGG shares on the Toronto Stock 
Exchange. 


e For the second year in a row, UGG has 
improved its position in the Financial Post 
list of the top 300 firms in Canada, in terms 


of “economic value added.” 


e In fiscal 1997, sales of crop inputs grew by 
8%; livestock services and farm business 
communications growth continued; UGG’s 
grain operations turned in solid performance 
despite extremely trying operating circum- 
stances during the winter. 

e The Company has continued to assertively 
consolidate its gathering network. At year- 
end, UGG had 152 elevators—just over half 


the amount operated in the early 1990s. 


CGE EUPtIRE 
UGG has spent the better part of the 1990s 


building for the times that are beginning to 
unfold. We have invested heavily—most 
obviously in new grain elevators and crop input 
distribution facilities. But we have also invested 
a great deal of energy into business systems— 
and most importantly, in people. The strength 


of UGG’s human resources base was put to the 


test this year—despite the clear distractions that 


accompany a hostile takeover bid, the UGG team 


produced record operating income. The men and 
women who make UGG's business come alive 
can be proud of the accomplishments of the year. 
We know what we want to do; UGG has a 
plan. Closer coordination between crop produc- 
tion and processing will strengthen UGG’s core 
business: being the value-adding link between 
farm and factory—relaying market requirements 
to farmers, meeting farmers’ business needs, while 
providing high-quality, dependable service to 
food processors. UGG’s alliance with Archer 
Daniels Midland is a clear component of this 
future. And we will continue to seek partners 
with particular skills and market expertise. We 
will continue to derive strength from our proud 
heritage of providing farmers with services; 
understanding farmer customers through the 
grassroots network that is a core strength of UGG. 
We will not waver from our drive to create 


long-term shareholder value. 


Brian Hayward 
Chief Executive Officer 
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STRUCTURAL CHANGE IN THE FOOD INDUSTRY 


The North American food pro- 
duction, processing and distribu- 
tion industry is in the midst of 
major structural changes. The 
most fundamental driver is the 
globalization of the food and 


fibre markets. 

Predicting the resulting future market environ- 
ment is a formidable challenge. However, five key 
features emerge. 

First, the market will grow increasingly volatile 
during the next decade, making forecasting the 
future an even more difficult task. Factors such as 
globalization, changing government policy, rapid 
technological change and input firms in transition 
will combine to create a business environment that 
will be more uncertain. 

A second key feature is rising standards on the 
part of every player in the food system. Demands for 
higher quality and lower prices, better service, more 
information, greater flexibility and quicker response 
will escalate throughout the industry. 

A third feature is ongoing consolidation. The need 
for scale and size will continue to drive consolidation 
across input industries at both the manufacturing 
and the distribution levels. 

The sheer cost of developing, obtaining approval 
for, and introducing new products drives manufac- 
turing firms to seek global market opportunities. 

In distribution, the economics of procurement and 
information management will lead to fewer, larger 
organizations. There will be an even more aggressive 
move to multiple location facilities in order to 
spread costs such as accounting, inventory, regulatory 
compliance, equipment and administration across a 
number of sites. 


The fourth key feature will be the drive for 
efficiency. Suppliers will work to add value and differ- 
entiate offerings. Even this is a challenge in the current 
and expected competitive environment, however, since 
any innovation is quickly copied and “commoditized.” 

There is enormous pressure on margins with the 
resulting emphasis on internal operating efficiency. 
This will lead industry players to search for linkages 
and ways to coordinate internal processes, since finding 
cost economies is increasingly a matter of system 
optimization. 

Finally, the fundamental issue of control of the 
system will result in significant new external linkages 
among food firms, farmer-producers and input 
suppliers, using the full range of acquisition, joint 
venture, and contractual and partnering arrangements. 

A premium will be placed on alliance and 
partnering skills as organizations work to obtain the 
advantages of size without ownership, or seek access 
to resources that are not available internally. 

The push for efficiency will drive more consolida- 
tion at every level. In order to maximize productivity, 
input firms will create input bundles which cut across 
traditional industry boundaries. Information technology 
will play a key role in facilitating a more coordinated 
food system. And there will be stronger linkages across 
the food production/distribution stages to form verti- 
cally linked food chains. 

The ability to cultivate and manage alliance and 
partnering relationships will be fundamental to a 
successful strategic position. 


Dr. Michael Boehlje is a professor of agricultural 
economics at the Center for Agricultural Business, 
Purdue University. ; 
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UGG’S NEW STRATEGIC ALLIANCE 
PRE-ALLIANCE 


Striving to serve Western Canada’s entrepreneurial 


farmers—the unifying focus for UGG’s enterprises 


Grop input 
7 technology 
7 


—the company advanced its long-term program 
of product and service improvements during Wate) a 
1997. This has been a year of investing for 
efficiency and product leadership, building 


excellence in operations and in service, and 
POST-ALLIANCE 


WHEAT BOARD 


expanding strategic alliances with world leaders 
in food production and processing technology. 
These actions further UGG’s unique strategy 

of meeting farmers’ business needs more 


capably than competitors. 


BUSINESS ALLIANCES 

In May, UGG forged a strategic alliance with 
Archer Daniels Midland (ADM), one of the 
world’s largest food ingredient manufacturers, 


with a powerful network of 276 processing 


y/ 


CROP INPUT TECHNOLOGY 


plants and offices in 50 countries. ADM acquired 


a 45 per cent ownership interest, and provided 


: <te . innovative farmers. Access to ADM’s vast 
UGG with $49 million in new capital to accelerate 


One ¢: processing network enables UGG to plan more 
its modernization programs. 


= eat efficiently for future transportation and grain 
[he two companies plan to capitalize on 


(GC's link withy Canadian ’aericultie produces handling demands, and to increase market share. 


an : : ; : For the farmers UGG serves, the strategic 
and ADM‘s link with domestic and international S 


; alliance will mean access to more efficient 
food processors. ADM gains a secure grain supply 


: : commodity-handling services and greater market 
for its processing operations and a connection 


access for specialty crops. Accordingly, an 


to some of North America’s most productive, 


overwhelming majority of UGG’s farmer- 


shareholders voted their shares in favour of 
the ADM alliance. 


MARKETING PARTNERSHIPS 


The strategic alliance with ADM is the latest in 
a chain of successful efforts by UGG to build 
special relationships with world leaders in agri- 
cultural technologies, including plant breeding, 
fertilizer, swine genetics and crop protection. 
UGG's long-term agreement with Pioneer Hi- 
Bred in canola 
genetics continues 
to fuel the success 
of the Proven® 
Seed brand, 
which has 
completed a 
record-breaking sales season. UGG's close working 
relationship with Agrium, a major fertilizer 
manufacturer, includes innovations in formulation 
and application technology. Together the two 
firms are sponsoring precision-farming pilot 
projects in which global positioning satellites 
guide variable-rate fertilizer applications across 
customers’ fields for maximum productivity, 
environmental stewardship and cost-efficiency. 
UGG works with numerous crop protection 


companies to supply a wide selection of leading 


technologies for field-crop production. UGG's 
best-selling canola variety in 1997 carried the 
SMART™ trait, developed for use in 
conjunction with Cyanamid herbicides. 
Pre-registration trials are currently 
underway for other canola varieties 
tolerant to herbicides from 
Monsanto and AgrEvo. 

In swine genetics, UGG’s 
alliance with US-based Dekalb 
Genetics and JSR Healthbred of the United 
Kingdom was a well-timed invest- 
ment to take advantage of the rapid 
expansion and structural change 
currently driving the prairie pork- 
production industry. 

These long-term international 
alliances ensure that UGG's 


customers have immediate access to the 


newest production technologies. They 
also permit UGG to create value and 
a distinctive market position through 
the integration of services surrounding 
unique products. One example is Program 2000, 
a new swine-production partnership targeted at 
independent commercial swine producers, and 
leveraging UGG’s swine genetics and feed 
production assets. A second example is Identity- 


Preserved production contracts for Linola™ and 


U c A 


malt barley, which link proprietary Proven Seed 
genetics with UGG's agronomic services, and 
M@  erain-marketing facilities. 

UGG builds partnerships in the com- 
munities in which it operates, too. During 


Manitoba’s historic spring 1997 flood, the 


relief efforts that raised more than $70,000 to 


help affected communities. 


While many companies are embracing the idea 
of relationship marketing as an efficient and 
profitable method of operation, few have UGG's 
natural advantages in pursuing this strategy. 


Through the Company's network of facilities 


across Alberta, Saskatchewan and Manitoba, 


| AREA SERVED 


A 


Company encouraged employees to volun- 


teer for sandbagging brigades, and initiated 


NIPEG 


OFFICE 


UGG staff develop working relationships with 
customers based on shared knowledge and 
mutual objectives. UGG centralizes transaction 
records flowing from these relationships to allow 
sales and marketing staff to profile customers. 
These profiles are used to design offers targeted 
to the customer's individual production and 


marketing needs. 


The relationship- 


driven business 
model plays a vital role in UGG‘s core grain 
handling business. UGG's front-line staff pass 
market signals—through contract terms and 
commodity market analysis—to customers who 
can then make better choices on what grains 
and oilseeds to sell, when. 
UGG's increasingly 
sophisticated knowledge 
of individual customer 
inventories, grades and 
target prices helps the 
Company match end-user 
specifications, optimize 
elevator throughput and 


a BAY 
Al 


TERMINALS organize accurate, efficient 


shipments. In short, 
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customer knowledge helps UGG perform its role 
as the “Quality Connection” between end users 


and the farm gate. 


As a reward for repeat business, UGG offers 

customers AIR MILES™ on purchases of produc- 
tion inputs and grain handling services. Given 
the frequency and monetary value _ 

of these transactions, UGG’s AIR i ee : 20 
MILES program, now in its second = 
year, offers better customers a very . 
tangible incentive to deal with UGG when all 


other competitive factors are equal. 


IRM NIITIDTTOTMTT 
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Piwerst m= SPECIALIZED 
Farm Business 
Communications, UGG’s 
publication division, 
specializes in news and 
information for farmers; 


and has taken advantage 


of its customer information 
database to target editorial content according to 
the interests of subscribers. This growing capability 
is equally attractive to subscribers and advertisers 
—a fact that helped the publications increase 


profitability substantially over previous years. 


= 
Orlil 


UGG management maintains an important 
dialogue with customers who became shareholders 
after the co-operative became a publicly traded 
company in 1993. Shareholders with an interest 
in the Company participate as members of local 
boards. These boards elect delegates 
to UGG's annual members’ meeting 
and, from these delegates, 12 of the 
Company’ 15 directors are elected. 
This unique governance network 
keeps UGG in close touch with 
market trends and customer needs. 
It also played an important role 
helping UGG fend off the hostile 


takeover bid earlier in 1997. 


In addition to the numerous avenues of 
customer insight noted above, UGG regularly 
conducts customer research on trends, purchase 
intentions, policy and communications issues. 
The result of all these efforts combined is a 
growing capacity to compete on the basis of a 


superior knowledge of customer needs. 


Rising demand abroad and deregulation at 
home are creating a business environment that 


requires ever-increasing efficiency and service 
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quality. UGG’s investments in human and 
capital resources anticipate the business needs 
of both farmers and industrial customers in a 


rapidly changing industry. 


PHYSICAL RESOURCES 


With its ongoing modernization program to 
rationalize and improve facilities, UGG is making 
significant strides in efficiency in its 
main business: merchandising and 
moving grain. The Company has 
already built the largest network of 
high-throughput terminal elevators 
in Western Canada, with additional 
facilities under construction or in 
planning stages. This country system 
complements UGG's modern port 
facilities in Thunder Bay and 
Vancouver. 

As a result of its aggressive 


investment in these agribusiness 


centres, UGG now competes in 
grain handling and complementary products 
and services, such as seed, herbicides, and custom- 
blended fertilizer, over a wider area than ever 
before. UGG’s proprietary seed brand, Proven 
Seed, enjoys the largest seed distribution 


network in Western Canada. 


In UGG's livestock 
services business, incre- 
mental capital investment 
in modernizing and 
acquiring existing plants 


has contributed to strong 


financial performance in 


an intensely competitive industry. 


INFORMATION TECHNOLOGY 


Along with the process of modernizing facilities, 
UGG is applying information technology to 
improve operational efficiency. In the case of 
milling wheat, 1997 shipping accuracy increased 
to over 90 per cent, compared to industry 
standards of slightly better than half. Improved 
logistics and communications played a key role 
in this performance. 

UGG's rural operations are connected 
through a wide area network supplying e-mail 
and database communications with corporate 
management in Winnipeg. Many of the rural 
operations are equipped with satellite-delivered 
weather and market information services, and 
with computer-assisted seed variety selection 
tools. Pilot projects are underway at a number of 
locations, applying global positioning technology 
to field mapping and input applications. In 
addition, UGG has equipped country facilities 
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with a fleet of whole-grain analysis stations 
that allow UGG to assemble and deliver crops, 
such as malting barley, according to the precise 


specifications of buyers. 


i 


Through its Summit Agronomy training program, 
UGG is equipping field staff for consultative 
sales and service roles supporting UGG’s crop 
input business. This training enables UGG’s 
front-line staff to handle 
the new complexities of 
herbicide-tolerant crop 
production systems and 
new services such as Crop 


Plus™—a comprehensive 


agronomic service 
designed to optimize customers’ crop input 
investments based on a sophisticated analysis 
of the field-production environment. 

In 1997, UGG also completed a business 
process improvement initiative (BPI) that had 
been launched in 1995 to achieve gains in pro- 
ductivity and improve customer satisfaction in 
the order fulfillment process for grain. UGG has 
streamlined information flows and made 
progress towards its target: buying and shipping 
the right grain, on time, with greater reliability 


than either historical or competitive bench- 


marks. Based on this success, UGG launched a 
second BPI project focusing on order fulfillment 


for crop inputs. 


Identity-preserved crops are specially bred and 
segregated through the production pipeline to 
produce the distinct food and fibre characteris- 
tics desired by industry and consumers. UGG 
has taken a leadership role in this sector of 
prairie agricultural production, integrating 
international seed breeding 
agreements with crop input, 
grain handling and production- 
contracting services. 

One example of this leader- 
ship is Linola: a novel form of 
flax that yields a high-quality oil 
suitable for food processing, at 


an affordable production cost. 


UGG has developed two Linola 
varieties for production in Western Canada 
through a joint venture with CSIRO of Australia, 
and has introduced Linola varieties in Europe. 
UGG's 1997 production contracting for Linola 
reached record levels. UGG continues to pursue 


identity-preserved crop development in other 


A ‘> IPA 
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crops, including malt barley, mustard, canola 


and sunflowers. 


SWINE GENETICS 
Through agreements 
with Dekalb Genetics, 
JSR Healthbred, and a 


select team of independent swine production 


contractors, UGG is bringing a superior source 
of swine genetics to the rapidly expanding prairie 
pork industry. A steady expansion of production 
has been required as the economic advantages 
of the JSR line become more widely known, 


resulting in record sales in 1997. 


SEED 

In 1997, UGGs 
Proven Seed 
brand enjoyed 
the highest top- 


of-mind brand 
awareness, the highest perceptions of quality, and 
a record-breaking sales season in the canola seed 
marketplace. Proven Seed’s leadership position 
in the canola seed marketplace draws on UGG's 
strategic alliance with Pioneer Hi-Bred in canola 
genetics development, as well as Proven Seed’s 
variety performance trial program. This program 


is unmatched in scope and the quality of 


analysis it provides for farmers evaluating seed 
purchase decisions. In 1997, Proven Seed's 
herbicide-tolerant canola program drove sales 
gains in seed, and also 
contributed to UGG’s 
performance in the 
sale of crop protection 


products. 


MOVING 
STRONGLY 
INTO 1998 


Through advances 

achieved in 1997—a 
new strategic alliance 
with an international 


industry leader, 


stronger customer rela- 
tionships, innovations in products and technol- 
ogy, increasing productivity and service network 
improvements—UGG has developed better 
capabilities to meet farmers’ business needs and 
to compete vigorously for market share across a 


broad set of integrated products and services. 


Agbiotech, which is the application 
of modern science and technology 


to agriculture, plays an important 
role in helping feed growing world 


population, and in meeting the 
demand for more, better quality 
food in developing countries. 


With the world population predicted to grow 


by two billion people in the next dozen years, a 35% 


increase in food production will be required to feed 
the additional mouths. 


Current world grain exports are approximately 


200 million tonnes per year; it is not hard to see the 


need for an additional 100 million tonnes to meet 


existing and future demand. 


This is not an insurmountable task, but will 


require serious commitment if the world is to produce 


4-5% more food each year for the next 12 years. 


Agbiotech will play a major role in achieving such 


improvements as: 


e increasing yields by developing more productive 


plants and animals, reducing the incidence of 


disease, losses from pests, etc. 


e increasing the nutritional and health value of 


plants by changing their chemical composition 


e modifying crops not presently considered to be 


major food sources, making them more suitable 


for use as human or animal foods 


e modifying crops for successful growth on 


marginal land. 


Much research work is being carried out in the 


traditional agbiotech areas of plants, animals, microbes 


and the environment. Some research projects are 


aimed at developing value-added traits in cereals, 
oilseed and pulse crops, beyond the familiar herbi- 
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cide tolerance. These include: 


e increasing tolerance to drought, salinity and heat 
stresses as a method of extending the geographic 
range of some crops 


e resistance to fungal pests 
e building in resistance to insects 
e increased growth rate and reduced time to maturity. 


The leading edge of research is now moving into 
new areas such as: 


® genome mapping to identify genes which perform 
special functions such as the synthesis of a specific 
vegetable oil 


° engineering feed crops to increase nutritional value 


and to contain animal vaccines to improve animal 
health 


e modification of crops such as canola so they will 
produce pharmaceutical products 


e developing crops such as flax and mustard to 
produce industrial or food oils 


e genetically modifying cattle and hogs to improve 
qualities such as leanness 


e improving productivity in the cattle industry by 
increasing fertility 


e production of important human proteins in plants 
and animals, such as blood proteins from plants 
and human milk proteins from animals. 


The agricultural biotechnology industry is in the 
early stages of development, but offers the promise 
of a bright future for Canadian farmers, food proces- 
sors and for world food supplies. 


Peter McCann is President of Ag-West Biotech Inc., 
a non-profit organization whose role is to support the 
development of the Saskatchewan agbiotech industry. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS 


The following discussion and analysis should 
be read in conjunction with the financial 
statements and notes to the financial 
statements on pages 29 to 38 of this report. 
Unless otherwise indicated, references to 
years relate to the Company’s fiscal years 


ending July 31. 
RESULTS OF OPERATIONS 


HIGHLIGHTS 

Earnings records were achieved in three of 
the Company’s four operating divisions: 

e Crop Production Services - 69% more than 


the previous high in 1995 


e Farm Business Communications - 73% 


more than the previous high in 1994 


e Livestock Services - 11% more than the 


previous high in 1996 


e Grain Handling earnings, although not a 


record, were only 5% below the 1996 high 


Three years of significant growth have also 
produced a record $38.5 million in consolidated 
operating earnings before unusual items, 
interest and taxes - 60% higher than in 1996, 
following increases of 59% and 20% in the 
previous two years. 

Net earnings before unusual items doubled 
to $11.7 million, from $5.9 million in 1996 
and a loss of $1.3 million before restructuring 
costs 11995" 

Cash flow from operations also reached 
a record $32.8 million in 1997- an increase 


of 54% following growth of 32% and 29% 


in 1996 and 1995 respectively. Even with 
dilution from the new share issue in November 
1996, cash flow per share increased by 38% 

to $2.66 per share. 


SALES 


Sales and revenue from services declined by 
5% to $1.87 billion in fiscal 1997 from $1.97 
billion in the previous year, primarily the 
result of lower grain prices. 

Following a year of low Canadian grain 
industry shipments and a large 1996 crop, 
grain movement was expected to rebound 
strongly in fiscal 1997. However, well- 
publicized grain logistics problems last winter 
prevented this; still, the Company’s total grain 
shipments from country elevators increased by 
4%, to 5.4 million tonnes in 1997 from 5.2 
million tonnes in the previous year, while the 
average sales value per tonne declined by 11%. 
Shipments of wheat and barley on behalf of 
the Canadian Wheat Board (CWB) increased 
by 10%, to 3.6 million from 3.2 million 
tonnes but average sales value 
per tonne was 12% lower. Non-Board grain 
shipments declined by 6%, to 1.8 million 
from 1.9 million tonnes with average sales 
value per tonne 4% less than in 1996. 

Crop Production Services sales increased 
by 8%. Seed sales increased substantially, 
reflecting the 38% increase in canola acreage 
from the previous year and the leading market 
position of the Company's varieties. Fertilizer 
and crop protection product sales also 


continued to advance. 


Livestock Services feed and ingredient 
sales increased by 9%. Sales of hog breeding 
stock increased by 28% while the Company 
withdrew from cattle rearing early in fiscal 
1997 with, consequently, minimal sales, 
compared to over $15 million in the 
previous year. } 

OPERATING INCOME BEFORE 
UNUSUAL ITEMS 


Gross profit and revenue from services increased 


by 8%, to $220 million from $203 million 


in 1996. Each sector of the Company’s activities 


contributed to the increase except Grain 


Handling and Marketing where there was a 3% 


reduction, due primarily to a decline in open 
market merchandising margins from the 
unusually high levels achieved in 1996. Crop 
Production Services gross profit and revenue 
from services increased by 24%, reflecting 
higher seed sales and margins, increased crop 
protection product sales with stable margins, 
offset by some margin erosion on fertilizer 
sales related to declining prices for these 


products. Feed and ingredient margins also 


came under some pressure but 
increased sales volume, combined 
with over 150% growth in gross 
profits from hog sales, contributed 
to a 24% increase in Livestock 


Services gross profit. 


Operating, general and adminis- 
trative expenses increased by only 1% 
over the previous year, with reductions 
in Crop Production Services (despite 
the increase in sales), Grain Handling and Farm 
Business Communications, offset by increases in 
Livestock Services feed mills and hog rearing 
expenses, both corresponding with sales volume 
growth. Depreciation and amortization of $16.5 
million was 3% higher than in 1996. 

Consolidated operating income before 
unusual items consequently increased by 
60%, to $38.5 million, from $24.1 million 


in the previous year. 


Grain Handling and Marketing earnings 
declined by 5%, to $27.2 million from the 
record level of $28.6 million in 1996.A 3% 


reduction in operating expenses and slight 
increase in total shipments were offset by 


lower non-Board margins. 
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Crop Production Services earnings were 
3.3 times the prior year’s, increasing to 
$18.9 million from $5.7 million in 1996. 
In addition to increased sales and improved 
margins, operating expenses were 
reduced by 2%, producing earnings 
almost 70% higher than the previous 
1995 record. 

Livestock Services earnings increased 
for the fourth consecutive year, by 11% 
to $5.3 million in 1997 from $4.7 
million in the previous year. There 
was a Significant increase in the con- 
tribution from recent investments in 
hog breeding. 

Farm Business Communications earnings 
were 4.5 times the 1996 level, increasing to 
$1.2 million from $267,000, due to operating 


cost reductions. 


EARNINGS BEFORE INTEREST 
AND TAXES 


Two unusual, non-recurring expenses were 
incurred in fiscal 1997. In April 1997 the 
Company lost its appeal of an earlier decision 
in a lower court in which the Company was 
found liable for $4.0 to $4.5 million for 
breach of contract relating to the 1989 
renovation of its Vancouver terminal; $1.6 
million in respect of cost over-runs on the 
renovation was capitalized and $2.4 million 
relating to interest and costs was charged to 
income in fiscal 1997. The legal, financial and 
other expenses of responding to the hostile 


takeover bid by Alberta Wheat Pool and 
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Manitoba Pool Elevators earlier in the year 
also amounted to $2.2 million. After these 
unusual items, earnings before interest and 
taxes of $33.9 million were still 41% more 


than in 1996. 


INTEREST 


Interest and securitization expenses of 

$13.7 million, a reduction of 14.5% from 
$16 million in 1996, consisted of $3.9 
million on short-term debt, $4.9 million in 
securitization expenses and interest of $8.9 
million on long-term debt, less $3.9 million 
carrying charges recovered in respect of grain 
purchased on behalf of the CWB. 

Short-term interest expenses in 1997 
declined by $6.9 million from the previous 
year. Average short-term borrowings during 
the latest fiscal year were 66% lower than in 
1996 due to the receipt of $21.5 million (net) 
from the public share issue in November 
1996, lower non-Board grain inventories, 
and the increase in average long-term debt 
noted below. 

Securitization expenses were $663,000 


greater than in 1996. While the average 


level of securitized receivables was 8% 

lower, securitized amounts relating to CWB 
inventory were significantly higher — reflecting 
the utilization of this program throughout 
1997 compared to only the last 3 months 

of fiscal 1996. 

Short-term interest expenses and securitiz- 
ation discounts averaged 4% in 1997 compared 
to 5.6% in the previous year. 

Interest on long-term debt was $2.8 
million more than 1996 due to additional 
long-term debt of $35 million having been 


raised only in June of fiscal 1996. 


Carrying charges recovered from the CWB 


in respect of grain purchased on their behalf 
were reduced by $1.1 million in 1997. The 
average level of inventory held for the account 


of the CWB was 19% higher than in 1996 but 


the average carrying charge recovered from 
the Board declined by 2.3%. 

The substantial increase in operating 
income, combined with the reduction in inter- 


est and securitization expenses, has improved 


interest coverage (the ratio of operating income Se 
ENDED JULY. 
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before unusual items to interest and securitiza- 


tion expenses) to 2.8 times in 1997 compared 


to 1.5 times in 1996. The ratio of operating 


earnings before depreciation and amortization 4 


to interest and securitization expenses 


increased to 4 times from 2.5. 
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Before unusual items, pre-tax income 
tripled, to $24.7 million from $8.1 
million in 1996. After unusual items, 
earnings before income taxes increased 


2.5 times to $20.2 million. 


INCOME TAXES 


The tax charge in 1997 represents an 
effective rate of 55.2% (1996 - 27.5%), 
as detailed in note 15 to the financial 
statements. In 1996, the Company 
recognized various capital cost 
allowance and investment tax credit 
adjustments which reduced the effective 
rate by 27.4%. In 1997, such adjustments 
represented a reduction of only 1.9%. The 
effective rate in both years also includes a 
provision for Federal Large Corporation Capital 
Tax which levies a flat rate on capital irrespective 


of the level of income or loss of the Company. 
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NET EARNINGS FOR THE YEAR 

Before unusual items, net earnings for the year 
doubled, to $11.7 million, or $0.89 per share, 
from $5.85 million, or $0.45 per share in 
1996 when there were no unusual items. After 
unusual items, net earnings still increased by 


55% to $9.1 million, or $0.66 per share. 


LIQUIDITY AND CAPITAL 
RESOURCES 


SHARE CAPITAL 

On November 26, 1996 the Company issued 
2 million limited voting common shares to 
the public at a price of $11 each. After under- 
writing fees of $475,000 (after tax), 

the net proceeds to the Company were 

$21.5 million. 

As detailed in note 18 to the financial 
statements, on August 20, 1997 the Company 
offered to purchase 3,908,650 limited voting 
common shares and issued 4,828,320 of the 
same class of shares to Archer Daniels 
Midland Company (ADM), both at $16 per 
share. A Convertible Debenture, issued to 
ADM by the Company, was also converted 
into 2,207,250 limited voting common shares 
(also at $16 per share). The net proceeds to 
the Company from these transactions are 
expected to be approximately $49 million and 
result in ADM owning 45% of the outstanding 


common shares of UGG. 


SHORT-TERM DEBT 


The Company has a revolving line of credit 


with three Canadian chartered banks which 
enables it to borrow amounts based on 
qualifying accounts receivable and inventories 
to a maximum of $200 million. Loans under 
this facility are secured by an assignment of 
accounts receivable and inventories. The 
banking facilities require the Company to 
maintain a working capital ratio of more than 
1.1 to 1 and shareholders’ equity greater than 
$100 million. At July 31, 1997 the working 
capital ratio was 1.56:1 and shareholders’ 
equity was $161 million. 

At July 31, 1997 the Company had 
operating and other short-term loans 
outstanding of $19 million, a reduction of 
$63.7 million from a year earlier, resulting 
primarily from the public issue of 2 million 
common shares in November 1996 for net 
proceeds of $21.5 million and inventory 


reductions. 


SECURITIZATION 


In July 1995 the Company securitized (or sold 
on a revolving, limited recourse basis) up to 
$150 million of its trade accounts receivable. 
In April 1996, the Company also securitized 
up to $150 million in respect of the right 

to receive proceeds from the delivery of 

grain held in accordance with a contract 
between the Company and the CWB. These 
securitization programs resulted in a reduction 
in short-term borrowings of $218 million at 
July 31, 1997, compared to $204 million a 


year earlier. Under the terms of the 


securitization agreements, the Company 


remains responsible for administering the 
receivables and delivering the grain on behalf 
of the purchasers. Customers and the CWB 


therefore remain unaffected by the transactions. 


LONG-TERM DEBT 

Long-term debt, including the current portion, 
was $100.2 million at July 31, 1997 compared 
to $100.8 million at the end of fiscal 1996. 
The loan is repayable over six years beginning 


in 2001. 


WORKING CAPITAL 
Accounts receivable and prepaid expenses 
declined by $4.1 million, to $93.6 million, 
during the fiscal year and the amount obtained 
from securitizing receivables increased by only 
$1.3 million, to $130.9 million. 

Inventory held on behalf of the CWB 
and not securitized fell by $11.6 million to 
$17 million at July 31, 1997. However, the 
amount received from securitization relating 
to grain purchased on behalf of the CWB 
increased by $12.6 million to $86.8 million. 
Company-owned grain inventory fell by 
$48.6 million to $26.8 million. Other 
inventories increased by $565,000 to 
$77.9 million. 

Payables and accruals increased by $7.8 


million to $97.8 million during fiscal 1997. 


GAPITAL EXPENDITURE 
Capital expenditure in fiscal 1997 totalled 


$21.9 million compared to $26.8 million in 


the previous year. Some $13.2 million was 
spent on country elevators and farm supply 
centres, including construction of high- 
throughput elevators at Canora, Saskatchewan 
and Carseland, Alberta. 

As previously indicated, in order 
to maintain and improve its competitive 
position, UGG plans to continue to invest in 
infrastructure modernization at a rate which 
considerably exceeds depreciation for a 
number of years. The recently announced 
strategic alliance with ADM and their related 
net investment in UGG of approximately $49 
million will enable the Company to further 


accelerate its capital expenditure program. 


RISKS AND RISK MANAGEMENT 


The Company manages risk exposures through 
a combination of insurance, derivative financial 
instruments, its system of internal controls and 
sound operating practices. 

The effect of weather conditions on farm 
output represents a significant operating risk 
to the volume of grain handled and related 
revenues earned at country elevators and port 
terminals. Weather, market price of grain, total 
volume of grain production and mix of Board and 
non-Board grain produced, in turn affect the 
volumes and mix of crop production input 
sales. The Company's elevators and crop 
input distribution facilities are geographically 
diversified throughout the prairie provinces, 
reducing the exposure to some of these risks. 


Exposure to inventory losses is managed 
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through a variety of quality control processes, 
inventory management and shipping practices, 
ongoing staff training and facilities 
management and maintenance. The Company 
employs a number of different insuring and 
retention arrangements to actively manage its 
property, business interruption, boiler, marine, 
liability, fidelity, environmental, surety, employee 
accident and automobile risks and minimize the 
overall, long-term cost. The Company complies 
with environmental regulations and uses special 
storage facilities and transportation methods 

to manage exposures from certain environmental 
hazards associated with the storage and handling 
of fertilizers and crop protection products. 

UGG uses derivative financial instruments 
to manage market risks resulting from fluctuations 
in underlying interest rates, foreign exchange rates 
and commodity prices. Fundamentally, UGG 
attempts to mitigate risk wherever possible. 
Where available, derivative instruments are 
effective in minimizing these risks by creating 
essentially equal and offsetting market 
exposures. The derivative financial instruments 
held by UGG are principally held for purposes 
other than trading. If UGG did not use financial 
instruments, its exposure to market risk would 


be higher. 


RISK OVERSIGHT 

The Company's Risk Management Committee 
(consisting of the Chief Executive and Chief 
Financial Officers, and a number of other senior 


managers of the Company) is responsible for 


identifying the risks faced by the Company, 
determining the materiality of those risks and 
recommending appropriate policies to the 
Board of Directors to reasonably contain the 
risks which can be managed. The Committee 
also provides guidance to management on risk 
management strategies, the use of risk 
management products, specific exposure limits 
and approved counterparties and determines 
that responsibility for specific risks is clearly 
delegated and that there are appropriate internal 
controls and monitoring systems in place to 
ensure that defined policies and procedures 


are being adhered to. 


MARKET RISK 

The majority of the Company’s revenue 

is earned through Grain Handling and 
Merchandising operations. Earnings levels in 
this sector of the business fluctuate in relation 
to the volume of grain handled and the margin 
earned on merchandising open market (non- 
Board) grains. In the case of Board grains, the 
Company earns storage and handling 

tariffs from the Board which are established 
independently of the market price for the grain. 
Board grains represented 66% of total grain 
handled by UGG in 1997 (63% - 1996). 

The Company utilizes exchange traded 
futures contracts wherever possible to manage 
the exposure associated with fluctuations in the 
cash price of non-Board grain. In so doing, the 
Company also assumes a basis risk to the extent 


that the two instruments do not move together. 


Where exchange traded futures are not available 


for a particular commodity or where the liquidity 
of a particular exchange traded future is volatile, 
UGG develops cross hedges using futures 
contracts for similar or related products. While 
the utilization of such a hedge reduces exposure 
to price risk, exposure to basis risk increases, 
although not proportionately. The Company 
retains any remaining commodity risks. 

The Company also employs forward sales 
contracts to hedge prices for the sale of grain, 
forages and special crops; forward purchase 
contracts to fix costs and supply of livestock feed 
inputs; and prepaid purchases of crop 


production inputs with future delivery dates. 


FOREIGN EXCHANGE RISK 


As a significant portion of the Company's net 
revenues are effectively denominated in U.S. 
dollars, the Company enters into forward 
exchange contracts to hedge U.S. dollar 


denominated revenue. 


ENTEREST RATE RISK 

To mitigate this risk, the Company’s term loan of 
$100 million, which carries a floating interest 
rate, has been fixed through an interest rate swap 
with a Schedule A bank at an average rate of 9% 
for the term of the loan. In addition, in July 
1996, the Company hedged part of its exposure 
to fluctuations in short-term interest rates and 
securitization expenses by placing interest rate 
swaps on $50 million, also with Schedule A 
banks, with an average term of three years at 


6.7%. The Company also manages the interest 


rate term risk on its short-term borrowings 
by using a combination of cash instruments, 


futures, options and forward rate agreements. 


CRED RISK 

UGG is exposed to credit risk in the event 

of nonperformance by its counterparties. 
However, it is the Company's policy to enter into 
over the counter derivative contracts only with 
pre-authorized counterparties where agreements 
are in place. UGG monitors the credit ratings of 
its counterparties on an ongoing basis and no 
provision has been made in respect of credit 
losses on derivative contracts as UGG does not 
anticipate any nonperformance. The Company 
also requires additional collateral in the form of 
letters of credit or cash deposits where large grain 
sale contracts with a particular customer 
potentially involve concentrations of risk. 

Exchange traded futures contracts used to 
hedge future revenues in the Company's grain 
business are not subject to any significant credit 
risk as the movements in contract positions are 
settled daily. 

Trade receivables generated by producer 
customers, a large and geographically dispersed 
group, represent a significant portion of its 
outstanding receivables, thus reducing its 
exposure to credit risk. The Company’s risk is 
further mitigated in that a significant portion 
of its producer customers are also suppliers 
of grain, allowing UGG to set-off against 


deliveries received from producers. 
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UGG manages its exposure to potential 
credit risk in respect of its remaining receivable 
contracts through a rigorous analysis of out- 
standing positions, payment history, 
historic losses and ongoing credit reviews of all 
significant contracts. The Company also insures 
a portion of trade receivables through the 


Export Development Corporation. 


REGULATORY ENVIRONMENT 


Risks and uncertainties associated with world 
grain markets affect a country’s and company’s 
ability to compete. Specifically, the following 
are the more significant factors which may affect 
international grain trade: 

WTO (World Trade Organization) rules and 


compliance with the 1994 GATT agreement 


Economic aid and political stability of grain 


producing and importing nations 


Changes in the levels of subsidies paid by 


governments to domestic producers in the 
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various grain exporting nations. 


A number of changes to this environment have 
been reported in quarterly and annual reports 
to Shareholders in recent years, most of which 
offer a favourable outlook for Canadian grain 
producers and associated businesses. 

Presently, the Canadian grain industry 
and rail transportation, upon which it depends, 
are highly regulated. Deregulation is, however, 
taking place at an accelerating pace, mainly in 
ways which UGG anticipated and has 
positioned itself to take advantage of. However, 
delays in further liberalization of grain trading 
and transportation regulations could adversely 
affect the Company’s ability to fully achieve 


potential gains in market share and profitability. 


GRAIN HANDLING 


UGG currently has several large competitors in 


the grain handling business. Over the past 40 


years, the number of firms in grain handling, 
still the Company's main business, has dropped 
significantly. The number of elevator facilities 
operating across the prairies has followed a 
similar trend. 

UGG's relatively high and continuing 
investment in its country elevator system 
enables the Company to increase handling 
capacity and lower handling and transportation 
costs per tonne. UGG’s elevators are also 
geographically dispersed across the prairies, 
unlike a number of its competitors’, broadening 
its access to the market, the variety of grains 
it can source and minimizing its risk to 


regionally adverse growing conditions. 


CROP INPUTS 


UGG’s Crop Production Services division 
competes against other grain companies, 
international seed companies and numerous 


independent retailers in supplying seed, 


rime 


fertilizers and crop protection products to 
farmers. The development of a variety of 
distinctive new seed products, sold under the 
Proven® Seed brand, combined with attractive 
contracting programs offered to farmer 
customers, differentiate the products and 


services provided by UGG. 


LIVESTOCK SERVICES 


The Livestock Services division competes with 
private grain companies, livestock packers and 
independent retailers. Competition is strong 
and there is an ongoing consolidation of the 
industry through mergers, acquisitions and mill 
shutdowns. UGG is now realizing the benefits 
from the 1993 rationalization of its feed mill 
operations in terms of improved volumes, plant 
operating efficiencies and margins. This was 
augmented by the acquisition in 1995 of two 


additional feed mills. 


In a single day, 
one operator will 
load an entire train 


from a UGG 


MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL REPORTING 


The management of United Grain Growers Limited is 
responsible for the preparation and presentation of the 
accompanying financial statements and all of the 
information contained in this annual report. The financial 
statements have been prepared by management in accordance 
with generally accepted accounting principles which 
recognize the necessity of relying on management's judgment 
and best estimates. Financial information contained 
throughout this annual report is consistent with these 
financial statements. 

To fulfill its responsibility and ensure integrity of financial 
reporting, management maintains a system of internal 
accounting controls and an internal audit department to 
review systems and controls on a regular basis. These 
controls, which include a comprehensive planning system 
and timely reporting of periodic financial information, are 
designed to provide reasonable assurance that the financial 
records are reliable and form a proper basis for the accurate 


preparation of financial statements. 


AUDITORS’ REPORT @? 


To the Shareholders of United Grain Growers Limited: 

We have examined the consolidated balance sheets of 
United Grain Growers Limited as at July 31,1997 and 1996 
and the consolidated statements of earnings and retained 
earnings and changes in financial position for the years 
then ended. These financial statements are the responsibility 
of the Company’s management. Our responsibility is to 
express an opinion on these financial statements based on 
our audits. 

We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require that 
we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the 


financial statements. An audit also includes assessing the 


Final responsibility for the financial statements and 
their presentation to shareholders rests with the Board of 
Directors. The Audit Committee of the Board of Directors, 
consisting of non-management directors, oversees manage- 
ment's preparation of financial statements and financial 
control of operations. The Audit Committee meets separately 
with management, the Company’s internal auditors, and 
the Company's independent auditors, Price Waterhouse, to 
review the financial statements and recommend approval by 


the Board of Directors. 


id 


Brian Hayward, Chief Executive Officer 


Peter G. M. Cox, Chief Financial Officer 


accounting principles and significant estimates made by 
management, as well as evaluating the overall financial 
statement presentation. 

In our opinion, these financial statements present fairly, 
in all material respects, the financial position of the 
Company as at July 31,1997 and 1996 and the results of its 
operations and the changes in its financial position for the 
years then ended in accordance with generally accepted 


accounting principles. 
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Chartered Accountants 
Winnipeg, Canada 
September 18, 1997 


CONSOLIDATED BALANCE SHEETS 


As at July 31 (in thousands) 


Assets 
Current Assets 
Cash 
Deposits — The Canadian Wheat Board 
Accounts receivable and prepaid expenses (note 3) 


Inventories (note 4) 


Capital Assets (note 5) 
Other Assets (note 6) 


Liabilities and Shareholders’ Equity 

Current Liabilities 
Bank and other loans (note 8) 
Unpresented grain and other cheques 
Accounts payable and accrued expenses 
Dividends payable 
Current portion of long-term debt (note 9) 


Long-term Debt (note 9) 


Deferred Income Taxes 


Shareholders’ Equity 
Share capital (note 14) 


Retained earnings 


Approved by the Board: 


ab Al 


Ted Allen, Director Bryan Perkins, Director 


1997 


$ 50,137 
19,198 
93,642 

E717 
284,694 
1937323 

11,197 


$ 489,214 


$ 18,953 
66,147 
93,435 

4,321 
48 
182,904 
100,179 
44,841 


96,406 
64,884 


161,290 
$ 489,214 
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1996 


$7 7191397 
28,084 
97,788 
16371 

327,240 
190,308 
13,868 


$ 531,416 


$ 82,659 
82,398 
86,173 

3,810 
643 
255,683 
100,122 
41,917 


73,548 
60,146 


133,694 
$ 531,416 


CONSOLIDATED STATEMENTS OF 
EARNINGS AND RETAINED EARNINGS 


For the years ended July 31 (in thousands) 1997 1996 
Sales and revenue from services (note 11) $1,866,373 $1,969,889 
Gross profit and revenue from services 220,040 203,229 
Operating, general and administrative expenses (165,052) (163,031) 
Earnings before interest, taxes and depreciation 54,988 40,198 
Depreciation and amortization (16,536) (16,108) 
Interest and securitization expenses (note 13) (13,708) (16,025) 
Earnings before income taxes and unusual items 24,744 8,065 
Unusual items (note 17) (4,521) - 
Recovery of (provision for) income taxes on: (note 15) 

Unusual items 1,875 Ss 

Earnings before unusual items (13,039) (2,214) 
Net earnings for the year (note 1) 9,059 BOL 
Retained earnings, beginning of year 60,146 58,105 
Dividends (4,321) (3,810) 


Retained earnings, end of year $ 64,884 $ 60,146 


CONSOLIDATED STATEMENTS OF 
CHANGES IN FINANCIAL POSITION 


For the years ended July 31 (in thousands) 


Funds provided by (used in) 
Operations 
Net earnings for the year 
Depreciation and amortization 


Deferred income taxes and investment tax credits 


1997, 


$ 9,059 
16,536 
6,083 


1996 


5, S01 
16,108 
B29 


(Gain) loss on disposal of capital assets 


Cash flow provided by operations 

Changes in: 
Accounts receivable and prepaid expenses 
Grain held for the account of the CWB 
Other inventories 


Accounts payable and other liabilities 


092 


32,770 


4,146 
IN595 
48,059 
Gia 


104,343 


(966) 


21,322 


18,598 
35,430 
(29,276) 

6,864 
52,938 


Net funds provided by operations , 


Investing activities 
Capital asset expenditures 
Proceeds from disposal of capital assets, net 


Increase in other assets 


Financing activities 
Increase in long-term debt 


Share capital issued, net 


(21,904) 
2,152 
(1,379) 
(21,131) 


Sy 
22,858 


(26,826) 
2,997 
(2,231) 

(26,060) 


34,499 
1,033 


Dividends 


(4,321) 
18,594 


101,806 


(3,810) 
Bina? 


58,600 


Increase in funds for short-term financing (see note below) 


Short-term financing 
At beginning of year 


At end of year 


(117,619) 


$ (15,813) 


(176,219) 


$ (117,619) 


Note: Short-term financing is defined as cash and deposits with The Canadian Wheat Board (CWB) less bank and other loans, unpresented 


grain and other cheques and the current portion of long-term debt. 


The short-term financing balance arises primarily from net short-term borrowings used to finance accounts receivable, farm supplies, 
seed, feed and livestock inventories, Company-owned grain and grain held for the account of the CWB, which is not securitized. 


For the year ended July 31, 1997, earnings per share before 
unusual items, net of tax, was $0.89 (1996 - $0.45) and 
cash flow per share before unusual items, net of tax, was 
$2.89 (1996 - $1.94). 


For the years ended July 31 1997 ISIN 
Earnings per share before unusual 

items, net of tax $ 0.89 $ 0.45 
Unusual items per share, net of tax (0.23) - 
Earnings per share $ 0.66 $ 0.45 


Earnings per share is derived by deducting annual dividends on preferred shares 
from earnings for the year, and dividing this total by the weighted average of 
limited voting common shares outstanding during the year. 


For the years ended July 31 iS)7/ 1996 
Cash flow per share before unusual 

items, net of tax $ 2.89 $ 1.94 
Unusual items per share, net of tax (0.23) - 
Cash flow per share $ 2.66 $ 1.94 


Cash flow per share is derived by deducting annual dividends on preferred shares 
from cash flow provided by operations, and dividing this total by the weighted 
average of limited voting common shares outstanding during the year. 


TING POLICIES 


Principles of Consolidation 


The consolidated financial statements include the accounts 
of United Grain Growers Limited (“the Company”) and its 
wholly owned subsidiary, 60854 Manitoba Corporation, 
which owns 0417025 Manitoba Ltd., operating as Hart Feeds 
& Farm Supply. 


Revenue Recognition 


Revenue is recognized upon shipment of goods or provision 
of services. 


Derivative Financial Instruments 


Derivative financial instruments are used by the Company 

to reduce its exposure to fluctuations in interest rates, foreign 
currency exchange rates and commodity prices. In the normal 
course, the Company does not hold or issue derivative 
financial instruments for trading purposes. 


Interest Rate Swap Contracts - The differentials to be 
received or paid under interest rate contracts are recognized 
in income over the life of the contracts as adjustments to 
interest expense. Gains and losses on termination of 
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contracts are deferred and amortized to income over the 
remaining life of the contract or the related debt, whichever 
is earlier. 


Foreign Exchange Contracts — Gains and losses on 
contracts designated as hedges of existing assets and liabilities 
are used to offset gains and losses resulting from the under- 
lying hedged transactions. The foreign exchange contracts 
and the underlying hedged assets are marked to market 
monthly and the resulting gains and losses are netted and 
recognized as a current period transaction. 


Inventories 


Amounts receivable in respect of grain held for the account 
of The Canadian Wheat Board, in accordance with the terms 
of a handling agreement between the parties, are valued on 
the basis of Board initial prices less handling costs. 


Company-owned grain inventories include both hedged 
and non-hedged commodities. Hedgeable grain inventories 
are valued on the basis of closing market quotations less 
handling costs and also reflect gains and losses on open 
grain purchase and sale contracts to the extent these positions 
have been hedged. Non-hedgeable grains are valued at the 
lower of cost or market. 


Farm supply, seed, feed and livestock inventories are 
valued at the lower of cost or net realizable value. 


Capital Assets 


Capital assets are recorded at cost, which includes interest 
incurred during major construction projects, reduced by 
investment tax credits claimed. The Company uses a combi- 
nation of straight line and diminishing balance methods of 
providing depreciation over the estimated useful lives of 
the assets as follows: 


© Country elevator, feed mill, and warehouse properties - 
6% Diminishing Balance 


e High-throughput elevator properties - 2% Straight Line 


e High-throughput elevator machinery and equipment - 
5% Straight Line 


e Terminal elevator properties — 2% to 3% Straight Line 


e Terminal elevator machinery and equipment - 10% 
Straight Line 


e Feed mill machinery - 10% Diminishing Balance 


e Other equipment, tools, furniture and fixtures - 20% 
Diminishing Balance 


e Specified computer equipment - 20% Straight Line 
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Other Assets 


Deferred Charges - Deferred systems development costs 
related to the cost of developing major new computer systems 
are amortized over a 36-month period. 


Deferred varietal development costs incurred to develop 
canola hybrids and varieties and expended under agreements 
for the development of proprietary seed varieties are 
amortized over a four-year period. 


Deferred swine breeding development costs related to 
the establishment of Unipork Genetics™, a swine breeding 
operation, are amortized over five years. 


Deferred pension costs represent pension funding in 
excess of pension costs. 


Deferred financing costs related to the acquisition of a 
long-term credit facility are amortized over the term of the 
facility. 

Deferred costs related to the securitization of amounts 
receivable in respect of grain held on behalf of The Canadian 
Wheat Board are amortized over the agreement term of two 
years (note 4). 


Trade Investments — The investment in Prince Rupert 
Grain Terminal is accounted for at cost less accumulated 
amortization, investment tax credits and capital repayments. 
The Company's share of ownership of the Prince Rupert 
Grain Terminal can change from time to time based on the 
amount of grain shipped to this facility. Currently it is 15.6% 
(1996 - 16.3%). 


The Company has an agreement with a financial institution 
(“the Purchaser”) under which the Company has the right 
to sell, on a limited recourse basis, up to $150 million of 
undivided interests in certain trade accounts receivable on 
a revolving basis (“securitized amounts”). The agreement 
expires on August 1, 2000, although it may be terminated 
at an earlier date by either party. The agreement may also 
be extended by the Purchaser with the Company’s consent. 
Under the sale agreement, the Company is responsible for 
the administration of the accounts receivable. 


Accounts receivable are reported net of securitized 
amounts of $144 million (1996 - $142.5 million) less a 
holdback of $13.1 million (1996 - $12.9 million). The net 


cost of these transactions is included in interest and securiti- 
zation expenses in the consolidated statements of earnings 
and retained earnings. 


Concentrations of credit risk on trade accounts and 
notes due from customers are indicated in the following 
table by the percentage of the total balance receivable from 
customers in the specified categories. 


As at July 31 1997 1996 
Grain Handling 21% 24% 
Crop Production Services 69% 64% 


Other 10% 12% 


Grain held for the account of The Canadian Wheat Board 
represents the amount receivable in respect of grain 
purchased on the Board's behalf. The Company has an 
agreement with a financial institution (“the Purchaser”) 
under which the Company may sell, with limited recourse 
on a revolving basis up to $150 million, the right to receive 
proceeds arising from the delivery of grains that are held in 
accordance with a grain handling contract between the 
Company and The Canadian Wheat Board (“securitized 
amounts”). The agreement with the Purchaser expires on 
August 1, 1998, although it may be terminated at an earlier 
date by either party. Under the terms of the agreement, the 
Company is responsible for fulfilling its obligations under 
the grain handling contract entered into with The Canadian 
Wheat Board. 

The grain held for the account of The Canadian Wheat 
Board is reported net of securitized amounts of $86.8 million 
(1996 - $74.1 million). The net cost of these transactions is 
included in interest and securitization expenses in the 
consolidated statements of earnings and retained earnings. 

Inventory is comprised of the following: 

As at July 31 (in thousands) 1997 1996 


Grain held for the account of 
The Canadian Wheat Board, net $17,008 $ 28,603 


Company-owned grain 26,797, VW foy421 
Farm supplies, seed, feed and livestock 77,912 77,347 


$121,717 $181,371 


As at July 31 (in thousands) 1997 1996 


Accumulated Accumulated 
Cost Depreciation Cost Depreciation 
Country elevator, feed mill and warehouse 
properties and equipment $ 214,628 $ 86,506 $ 216,983 $ 87,062 
Terminal elevator properties and equipment 118,331 74,045 115,903 69,042 
Other equipment 34,252 13,443 23,950 10,744 
Properties under capital lease 1,065 959 1,065 745 
$ 368,276 $ 174,953 $ 357,901 $ 167,593 
Net book value $ 193,323 $ 190,308 


As at July 31 (in thousands) 1997 1996 The Company maintains two contributory defined benefit 
Deferred Charges: pension plans which provide pensions based on length of 
cuiene daclonmeniaans $ L771 $ 2,158 service and final average earnings. The costs of pension 
benefits, value of pension fund assets and the present value 
Varietal development costs D387 DA52 : aes ; 
of pension benefit obligations were based on management's 
Swine breeding development costs 2,605 2,680 ___ best estimate assumptions. Pension fund assets are valued 
Pension costs 3,700 3,900 ' using a moving average method which recognizes changes in 
Financing and other costs 657 953 : the market value of the investment portfolio over a five-year 
Trade Investments Ta 1,725 _ period in order to reflect long-term market trends rather 


than short-term fluctuations. The estimated present value at 
July 31, 1997 of the accumulated benefits of the plans was 
$102,000,000 (1996 - $100,000,000) and the estimated net 
assets available to provide for these benefits amounted to 
$116,000,000 (1996 - $105,000,000). 


SLi 7 ee owls oc 


As at July 31 (in thousands) 1997 1996 
Average 
Interest Rate Total Fair Value Total Fair Value 
Floating rate revolving loan 4.11% $18,953 $ 18,953 $ 82,659 $ 82,659 
Interest rate swaps 6.65% $ 50,000 $ ~ 1,998 $ 50,000 $ 263 
Fixed rate after hedging 6.65% $ 31,047 $ = 
Floating rate after hedging - $ - Sez, 659 


Interest rate swaps are used to hedge the floating interest rate component of bank and other loans and the floating discount rate 
on securitized amounts. 


The Company has a revolving credit facility with three Canadian chartered banks for up to the lesser of $200 million or a margin 
based on qualifying receivables and inventories. Inventories and certain accounts receivable have been pledged as security for bank 


loans. 
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Long-term debt is comprised of the following: 


As at July 31 (in thousands) 1997 1996 

1-5 Year 5-10 Year Total Fair Value Total Fair Value 
Floating rate term loan (4.64%) $ 28,000 $ 72,000 $ 100,000 $ 100,000 $ 100,000 $ 100,000 
Interest rate swaps (8.87%) $ 28,000 $ 72,000 $ 100,000 $ 12,015 $ 100,000 $ 2,300 
Fixed rate after hedging (8.87%) $ 28,000 $ 72,000 $ 100,000 $ 112,015 $ 100,000 $ 102,300 
Promissory notes 222 5 227 O27 765 765 
Total term debt 28,222 72,005 100,227 112,242 100,765 103,065 
Less: current portion 48 - 48 48 643 643 


$ 28,174 $ 72,005 $100,179 $ 1127194 S$ 100122 S02 49 


On June 10, 1996, the Company increased its long-term debt facility from $65 million to $100 million. The term loan is 
repayable in equal instalments of $14.0 million commencing in 2001, with the balance payable in 2006, and is secured by a 
demand debenture for $150.0 million, which includes a fixed charge on the Vancouver terminal facility and a floating charge 
over all other assets. 


'§ AND CONTINGENCIES OM SERVICES 
The Company has operating leases, with terms ranging up to : Sales and revenue from services include export sales of 
18 years, for office premises and equipment, various storage 2 $465,917,000 (1996 - $452,394,000). It also includes the 
facilities and sites, application equipment and licensed : sales value of grain purchased for the account of and 
vehicles under leases. Future minimum payments under delivered to The Canadian Wheat Board of $649,939,000 
these leases are as follows: : (1996 - $655,594,000). 
As at July 31 (in thousands) 
1998 5 8939 
ee B42 During the normal course of business, the Company 
2008 7106 shipped grain to the terminal operated by Prince Rupert 
2001 5,513 Com 
2002 3,815 
After 2002 12,025 ITIZATION EXPENSES 

pey As at July 31 (in thousands) 1997 1996 

As of July 31, 1997 there are several claims against the : Interest on: 
Company in varying amounts for which no provisions in Short-term debt $ 3,862 $ 10,802 
the financial statements are considered necessary. It is not : Long-term debt ° 8,869 6,048 
See to en the amounts that may ultimately be Securitization expenses 4,902 4,239 
assessed against the Company with respect to these claims, CWB carrying charge recovery (3,925) (5,064) 


but management believes that any such amounts would not . 
have a material impact on the business or financial position aE Ee 
of the Company. 


Membership 


The Company is governed by the United Grain Growers Act, 
a Special Act of Parliament, under which the Company has 
both members and shareholders. Members are customers of 
the Company and, through a system of locals and delegate 
voting, they are entitled to elect 12 of the 15 directors of 

the Company. These 12 directors must be members of the 
Company. The remaining three directors, who cannot be 
members of the Company, are elected by the holders of the 
Company’s limited voting common shares. A member is not 
entitled to share in any profit or distribution of the Company 
and is not entitled to participate in the distribution of assets 
upon dissolution or winding up of the Company. 


Executive Stock Option Plan 


In November 1993, the Company’s limited voting common 

shareholders ratified an executive stock option plan under 

which eligible executives of the Company are entitled to 
“receive options to acquire limited voting common shares. 


As at July 31 (in thousands, except number of shares) 


The following stock options are outstanding at July 31, 


IDNA 


Date Number Exercise —_ Expiry % 
Granted of Shares Price Date Vested 
Apr. 28/93 110,916 $ 8.50 1998 100% 
Sept. 14/94 133,206 Ne AS) WINS) 100% 
Nov. 10/95 24,000 $ 8.00 2000 67% 
Deca 13/96 1337/69) $10.20 2006 33% 


Employee Share Purchase Plan 


Under the terms of the Company's employee share purchase 
plan (ESPP) which became effective January 1, 1994, quali- 
fying employees may contribute from 1% to 7% of their 
basic earnings to the ESPP, with the Company contributing 
an amount equal to 50% of all employee contributions. 
Contributions are used to acquire shares, either from the 
open market or from the Company, based on share trading 
prices on The Toronto Stock Exchange during specified 
monthly trading periods. 


Authorized 
Preferred Shares, issuable in Series 
Limited voting common shares 


Issued and Outstanding 


Series “A” Convertible Preferred Shares non-voting, 
$1 dividend per share, cumulative, convertible 
(1:1 basis), callable at $24 


Opening balance 
Converted to common shares 


Closing balance 


Limited voting common shares 
Opening balance 
Issued 
Upon conversion of preferred shares 
Executive stock option plan 
Employee share purchase plan 
Public offering, net of underwriters fee (after tax) 


Closing balance 


Total 


1997 1996 
# of shares Value # of shares Value 
unlimited unlimited 
unlimited unlimited 
1,200,466 $ 24,009 1,201,114 $ 24,023 
(25,529) (510) (648) (14) 
1,174,937 $ 23,499 1,200,466 $ 24,009 
10,437,948 $ 49,539 iO} SMbih, WALES) $ 48,492 
25,529 510 648 14 
18,319 158 10,900 92 
102,964 WW ke7/5) 15), 22595) 941 
2,000,000 21,525 = & 
12,584,760 $ 72,907 10,437,948 $ 49,539 


$ 96,406 $ 73,548 


The Company’s effective tax rate is determined as follows: 


As at July 31 1997 1996 
Combined federal and provincial 

income tax rate 45.89% 45.39% 
Large Corporation Capital Tax 4.25 11.53 
Permanent differences 4.80 - 
Takeover-bid response costs 1.01 - 

Tax provision adjustments (1.93) (27.44) 
Miscellaneous 51S (2.03) 


55.20% 27.45% 


The Company has included $860,000 (1996 - $930,000) for 
Large Corporation Capital Tax in the tax provision. In the 
prior year the Company reduced its net tax provision to 
reflect various capital cost allowance and investment tax 
credit adjustments. 


(STRUMENTS 


Bee 


Forward Foreign Exchange Contracts 


Foreign currency amounts are translated at the balance sheet 
date. The “sell” amounts represent the Canadian dollar 
equivalent of commitments to sell foreign currency. 


As at July 31 (in thousands) Type 12 mos 12-24 mos 
US dollars Sell $92,55il $199 
Other currencies Sell $2215 $ - 


Fair Values of Financial Assets and Liabilities 


The following summarize the major methods and 
assumptions used in estimating the fair values of financial 
instruments: 


e short-term financial instruments are valued at their 
carrying amounts included in the statement of financial 
position, which are reasonable estimates of fair value due 
to the relatively short period to maturity of the instruments. 


e rates currently available to the Company for long-term 
debt with similar terms and remaining maturities are used 
to estimate the fair value of existing borrowings as the 
present value of expected cash flows. 


e the fair value of derivatives generally reflects the estimated 
amounts that the Company would have to pay to terminate 
the contracts at the reporting date, thereby taking into 
account the current unrealized gains or losses of open 
contracts. 


Foundation Lawsuit 


On October 27, 1995, the Company was found liable to The 
Foundation Company of Canada for an amount plus costs 
estimated at $4.0 million to $4.5 million, including interest, 
for breach of contract relating to the 1989 renovation of its 
Vancouver terminal elevator. On April 25, 1997, the Court 
of Appeal of British Columbia dismissed the Company's 
appeal of the lower court's judgment. As at July 31, 1997, 
$1.6 million of the award was recorded on account of 
capital. A further $2.4 million in pre- and post-judgment 
interest and other costs was paid or accrued. 


Takeover-Bid Response 


On February 21, 1997, Alberta Wheat Pool and Manitoba 
Pool Elevators, through their equally-owned private holding 
company 3339351 Canada Ltd., offered to purchase any and 
all issued and outstanding limited voting common shares 
and associated share purchase rights of UGG. The Company 
incurred costs of $2.2 million as a result of responding to 
the Offer and as a result of the Board of Directors fulfilling 
its fiduciary responsibilities to the Company's shareholders 
prior to the Offer being withdrawn on March 18, 1997. 


On August 20, 1997, UGG offered to purchase up to 
3,908,650 of its limited voting common shares at $16 per 
share. On the same day, UGG issued 4,828,320 of limited 
voting common shares to Archer Daniels Midland Company 
(“ADM") for $77,253,120 ($16 per share). Subsequently, on 
August 20, 1997, UGG received net proceeds of $35,316,000 
from the issue of a Convertible Debenture to ADM, which 
was then converted to 2,207,250 limited voting common 
shares (at $16 per share). 

Pro forma earnings per share as at July 31, 1997, 


after giving effect to the above transactions 


Earnings per share before 


unusual items, net of tax $ 0.70 
Unusual items per share, net of tax (aw) 
Earnings per share $ 0.53 


SEAvISTICAL SUMMARY (Since becoming a public company on July 28, 1993) 


For the years ended July 31 (in thousands, except ratios and per share amounts) 1997 1996 WINS) 1994 
Operating (note) (restated) 
Gross profit and revenue from services $220,040 $203,229 $188,535 $158,130 
Earnings before interest, taxes and depreciation (EBITDA) $ 54,988 $ 40,198 S230/573 $ 25,538 
Depreciation and amortization $ 16,536 $ 16,108 $ 15,422 $7 127926 
Interest and securitization expenses $ 13,708 $ 16,025 $ 14,869 $ 8,840 
Earnings before income taxes and unusual items $ 24,744 $ 8065 $ 282 S372 
Unusual items (including restructuring costs) $ 4,521 $ - $ 12,527 $2,022 
Net earnings (loss) $ 9,059 $° 45,851 $ (7,385) $ 153 
Cash flow provided by operations $ 32,770 Sean. $16,177 Sri 533 
Financial 
Working capital $ 101,790 $ 71,557 $ 44,573 $ 75,028 
Total investment in capital assets 

Gross $368,276 $357,901 $355,440 $317,294 

Net $193,323 $190,308 $182,079 $158,228 
Total assets $489,214 $ 531,416 $544,284 $564,043 
Total debt (short-term financing and long-term debt) $ 115,992 $ 217,741 $241,842 $269,433 
Shareholders’ equity $ 161,290 $133,694 $130,620 $140,516 
Ratios 
Current ratio 1.56 1.28 les 1.24 
Total debt to net assets 36.01% 55.36% 57.72% 59.11% 
Return on average common equity, before unusual items 8.51% 4.30% (2.20%) 0.06% 
Per share* 

Earnings (loss), before unusual items (net of tax) ~$ 0.89 $ 0.45 $ (0.24) $ 0:01 

Cash flow from operations $ 2.66 LZ! $147 $ 130 

Book value* * $ 11.72 $ ©611.49 peel i35 oo 1239 
Other Data 
Capital expenditures $ 21,904 $ 26,826 $ 43,894 $27,725 
Country shipments (thousands of tonnes) 5,376 5,164 6,222 5,679 
Terminal handling (thousands of tonnes) 3,192 2,626 3,299 syle 
Licensed grain storage capacity (year-end, thousands of tonnes) 

Country elevators 864 SHES) 1,069 1,099 

Terminal elevators a24 424 ADS 424 
Number of elevators 152 173 220 224 
Monthly weighted average limited voting 

common shares outstanding (thousands) * 11,861 10,375 10,213 8,714 
Trading activity (TSE): 

High 16.000 10.200 8.875 11.000 

Low 8.500 6.500 6.750 6.625 

Vearend 14.150 8.550 7.500 7.125 

Volume (thousands of shares) 6,009 Ve: 2,218 2,937 
Employees 1,544 1,509 1,537 1,531 
*Share and per share information ee book value) is calculated using | **Book value per share is derived by dividing shareholders’ Note: The Company's revenue recognition 
the weighted monthly average number of limited voting common equity at year-end by the total number of limited voting policy was changed in 1995, The numbers for 
shares outstanding. common shares outstanding at year-end as if the | 1994 have been restated to conform with this 

preferred shares had been converted on a 1:1 basis. change in accounting policy. 
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UNITED GRAIN GROWERS LIMITED 
NOTICE TO SHAREHOLDERS 


On October 28, 1987, the Canadian Securities Administrators gave approval to National Policy Statement No. 
| — Shareholder Communication, which essentially established a new framework for communication between 
suers and their registered and non-registered shareholders. National Policy No. 41 provides non-registered 
areholders with the opportunity to elect annually to have their name added to an issuers supplemental 
ailing list in order to receive interim financial statements of the Company. 


UGG will regularly provide detailed information to the news media whenever our quarterly results are 
nounced. Because of this, many of our registered shareholders do not wish to receive copies of the printed 
1arterly reports which are mailed several weeks after the news release has been issued. By mailing these reports 
ly to those shareholders who want them, your Company can reduce paper usage, printing and postage costs. 


If you wish to have your name added to UGG’s supplemental mailing list in order to receive interim financial 
atements of the Company, kindly complete this card and mail to Montreal Trust, our Transfer Agent. 


lease PRINT your name and address below: 


USIP: 910535509 


Montreal Trust Company of Canada 
CORPORATE SERVICES 
P.O. Box 369 
WINNIPEG, MANITOBA 
R3C 2J1 


PLACE 
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HERE 


P CES ReS De Es eee rele 


Three fundamental trends will 

affect the world 10, 15 or 20 

years from now. First, human 

population continues to 

expand: even at 2% annual 

growth (lower than today’s) 
5.7 billion people in 1995 turn into 6.9 billion 
in 2005 and 8.5 billion in 2025, increases of 21% 
and 49%. 

Second, real incomes are growing rapidly, 
especially in Asian countries. Every major Asian 
country experienced higher economic growth 
rates than did industrialized countries during the 
past five years: China’s economy grew by over 
50% in the three years ending 1995. People with 
low incomes devote a large part of new income 
to more and better food, especially animal 
products and oils. If they can, Asian countries 
will produce livestock products at home, thereby 
increasing their demand for feedgrains. 

Third, trade barriers are eroding. Effective 
agricultural protection in most countries drops 
by 30%-50% because of the World Trade 
Agreement. In 1999, another round of trade 
negotiations starts that will reduce trade barriers 
even more. 


These factors are already having an effect. 


World trade in grains and oilseeds rose by 15% 


after the mid-80s. Asian imports rose by 35%, 
most of it feedgrains and oilseeds. This only 
includes the first round of reduced trade barriers 
under the new rules. 

At the same time, fewer grain stocks are 
being carried. For wheat, oilseeds and feedgrains, 
year-end stocks/use ratios during the past five 
years have been much lower than historically. This 
means much more price volatility and many more 
market opportunities for those who have grain 
production capacity, inventories and good han- 
dling facilities for grains and oilseeds. 

So the world of the future will have a lot more 
people with a lot more money, who want better 
diets. Many of them will be in Asia, where trade 
barriers will be lower, production resources are 
limited and urbanization competes well for land. 

From a business perspective, how many 
situations sound better than being a well-financed 
owner of high-throughput grain handling facilities 
located in Western Canada over the next 20 years? 
Beats Bre-X. 


Dr. Larry Martin is Director of Economic Research 
with the George Morris Centre, an agricultural 
research and policy analysis institute, located in 


Guelph, Ontario. 
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